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THE NEBRASKA DEPOSIT GUARANTY FUND 

Perhaps it is a healthful sign that in states where deposits 
are guaranteed failures bring criticism of the state depart- 
ments of banking. Insolvencies cost the sound banks money, 
for they mean assessments to replenish the guaranty fund. 
In Nebraska, for instance, where nineteen banks have closed 
last year and this, there has been effort to throw the blame on 
the Bureau of Banking. State supervision is always the better 
for watchfulness and criticism on the part of the banks ; but 
Mr. J. E. Hart, Secretary of the Department of Trade and 
Commerce and head of the Bureau, says that the statistics 
of failures and assessments have sometimes been very un- 
fairly used. Correspondence with a number of well informed 
bankers in Nebraska has, in fact, brought to the writer no 
evidence of inefficiency in the Bureau. 

It is to be remembered, as Mr. J. B. Forgan has said, that 
examination is always a process after the event. A crook can 
hide his stealings a long while even from a competent ex- 
aminer, and sometimes can loot a bank between examinations. 
In such cases all the supervising authority can do is to close 
banks as soon as it learns they are insolvent. It appears that 
in Nebraska this is done, so avoiding the errors of some years 
ago in Oklahoma, where insolvent banks were allowed to run 
because there was no money in the guaranty fund and the 
banking board hoped that the wrecked concerns would get 
into better condition. They got worse, and eventually cost 
the fund more than if they had been closed at once. Kansas 
had a like experience when a former Bank Commissioner de- 
layed closing a bank at Salina, hoping that he could restore it 
to solvency and thus avoid having to levy upon the guaranty 
fund. The shrinkage of assets and the loss to the fund con- 
tinued. Finally, the bank was closed, but the cashier has not 
been apprehended. Ouster proceedings against the Com- 
missioner were, however, unsuccessful. 
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The condition of the Nebraska banks as a whole on August 
6, 1921, was as follows (000 omitted). 

Loans and discounts $212,643 

Overdrafts 1,307 

Bonds, securities, etc 10,001 

Banking house, fixtures, etc 7,148 

Other real estate 1,106 

Current expenses 6,248 

Cash items 159 

Due from other banks 37,545 

Cash 9,104 

$285,261 

Capital stock $25,871 

Surplus 8,157 

Undivided profits 7,786 

Dividends unpaid 147 

Individual deposits 103,467 

Certificates of deposit 121,034 

Due to banks 6,799 

Bills payable 9,904 

Depositors' guaranty fund 2,095 



$285,260 



The following items are computed from an abstract from 
the Bureau of Banking covering the affairs of sixteen of the 
banks closed in 1920 and 1921 : 

Deposits on dates of closing $4,055 

Drafts on guaranty fund 1,006 

Cash in hands of receivers 336 

Unpaid claims for deposits 2,669 

Assets, good 736 

Assets, unclassified 534 

Assets, doubtful 910 

Assets, worthless 748 

Three other failures were so recent that like data were not 
to be had when these figures were assembled. The deposits of 
the three in November, 1920, were $1,128,000. 

After the figures on which the second table is based were 
made up, and before September 8 this year, $1,626,000 more 
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was paid out of the guaranty fund on account of banks 
covered by the table. This makes $2,632,778 paid out of the 
guaranty fund — say three-fourths of one per cent of de- 
posits — during 1920 and the first eight months of 1921. This 
is a sum more than there was in the fund at the date of any 
report in these two years, except the very first report, which 
showed it to be $2,809,000. The largest single payment was 
about $700,000, for a bank at Blair; the next in size $300,000, 
for a bank at Omaha. It is expected that much of this years' 
payments will be recovered out of the assets of the failed 
banks. 

All these figures have been obtained from the Nebraska 
Bureau of Banking, through the courtesy of Professor George 
O. Virtue of the University of Nebraska and of Nebraska 
bank friends of the writer. In advance of detailed official 
reports, they are the best yet available. They do not syn- 
chronize, but it would appear that the guaranty fund, which 
on August 6 was $2,095,000, must now have been reduced to 
$469,000. By the same computation, unpaid claims would 
amount to $1,043,000 plus the deposits of the last three banks 
to close, probably less than $1,000,000. Cash in the fund, 
plus assets classed as good, would not cover the claims. 

Considering, however, that the fund can be replenished by 
emergency assessments equal to one per cent of deposits each 
year, it will remain solvent. Much wreckage is probably still 
to be cleared away, and that will be expensive; but the ability 
to levy two and a quarter millions per annum will, at the 
worst, take care of all conceivable losses in a very few years. 

It will help to tide matters over if Mr. Hart, head of the 
Bureau of Banking, succeeds in obtaining legislation he is 
seeking for the postponement of payment of depositors until 
after the final liquidation of closed banks, giving to depositors 
in the meantime interest-bearing certificates. Kansas was the 
first state to adopt this method, and to the writer it has al- 
ways seemed wise. It leaves at least a little incentive to be 
careful in picking one's bank; and if the depositors have got 
only certificates and not cash, the bank wrecker is not made a 
hero when he comes back to town. The point is not to be 
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overemphasized, of course, for unquestionably the fact that 
no depositor ultimately loses deadens public opinion. Cer- 
tain proceedings in the Salina, Kansas, case illustrate this. 
The chief benefit of the new legislation will be to let assess- 
ments catch up to the liabilities of the fund while the re- 
ceivers are collecting the realizable assets of the closed 
institutions. 

The writer has said before, in these columns, 1 that in every 
state where deposits are guaranteed the fund accumulated in 
cash is too small, and that too much dependence is placed in 
the fact that assessments can be levied to meet failures after 
they occur. Nebraska's experience seems to sustain this view. 
The law contemplates the maintenance of the fund at one per 
cent of deposits. Now, a reserve of $2,000,000 is not suffi- 
cient insurance for $200,000,000 of deposits, even if another 
$2,000,000 can be levied next year. The fund might easily have 
become insolvent this year. Bank failures have been fewer 
and smaller than could have been expected with wheat drop- 
ping from $3.00 to $1.00, corn from $2.50 to 50 cents, and 
cattle from $20.00 per cwt. to $8.50. Nebraska should have a 
cash fund of at least two and one-half per cent, and it would 
not hurt the Nebraska banks to raise it. They would have to 
charge it off as an expense, it is true; but under the Nebraska 
law they would simply set it aside on their books and have the 
use of it until called for. Thus they would make just as much 
money on the fund as if it were still their own property. 

This is the more necessary because state-administered in- 
surance — that is what deposit guaranty is — cannot, like 
private underwriting, avoid concentration of risk. Over 
$10,000,000 of deposits are at the risk of the fund in Omaha 
alone, and more than twice the fund, as it stood in August, is 
at risk in a single bank. The bank referred to is one of stand- 
ing; but such underwriting is unscientific and might — not in 
this case, but somewhere, sometime — jeopardize the whole 
fund. The fund, therefore, should be increased. 

It must be borne in mind that insurance of deposits is not 
the cause now leading to bank failures in Nebraska. In the 

1. See the issue for November, 1913, p. 113. 
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neighboring state of Missouri, where supervision is excellent 
but deposits are not guaranteed, twenty-two state banks have 
closed so far in 1921. Fortunately all but one were small, with 
$50,000 capital or less. 

Several more states have established deposit insurance 
since the writer last contributed to these pages. 2 Now and 
then even a national banker expresses favor of the plan. The 
usual objection, discussed before and still heard, is that de- 
posit guaranty requires the honest and competent bankers to 
make good to depositors the losses of dishonest and incapable 
competitors. Like objections are inherent in all insurance, 
and the reader will favor or oppose deposit insurance accord- 
ing to his estimate of its net social utility. The writer is con- 
vinced that still more states will be led by the present bank 
casualties to adopt the plan. 

Thornton Cooke- 

Columbia National Bank, 
Kansas City, Missouri. 



2. See this Journal for November, 1909, " Insurance of Bank Deposits in the West "; 
November, 1913, "Four Years more of Bank Guarantee"; February, 1915, "Deposit 
Guarantee in Mississippi." 

A good survey of the subject at large is in the recently published book of Professor 
T. B. Robb, The Guaranty of Bank Deposits (1921). 



